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Budgetary Aspects of Federal Credit Programs 


Cut In Vast Lending Activities Seen Feasible by Better Congressional Control 


by Dr. ARTHUR W. CRAWFORD 


HE impact of the operations of such Federal credit agencies as the Reconstruction Finance 
Corporation, Commodity Credit Corporation, Federal National Mortgage Association and a 
host of satellite agencies on the United States Treasury, is not generally realized. The tremendous 
and continuing shifting of enormous sums, the movement of which is only hinted in the use of 


net costs or receipts rather than gross totals of 
outgo and income in budget tables, remains 
much of a mystery to the uninitiated. 


The extent of these activities can be pin-pointed 
however, by showing that if all credit agency financ- 
ing through the Treasury were halted, that is, all con- 
templated new loans and purchases by the agencies 
were eliminated, the savings alone would be more 
than sufficient to cut in half the prospective $9.9 
billion deficit now seen for fiscal 1954. 


More significant, if new credit programs proposed 
were merely curtailed (a move seen more feasible 
in some cases than outright elimination), a substan- 
tial contribution would be made toward balancing 
the budget for fiscal 1954. 


The net budget costs of credit agencies which 
are financed from the Treasury for the next fiscal 
year beginning July 1, will amount to about $1.7 
billion, as the accompanying tabulation shows. This 
is on the basis of the budget submitted by the out- 
going Administration last January 9. The table also 
shows that gross disbursements are estimated to be 
about $5.2 billion, and gross receipts at about $3.5 
billion. Outstanding loans or investments of these 
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agencies are estimated to reach about $18 billion by 
the end of the fiscal year, June 30, 1954. 


Thus, if all activities of these Federal credit 
agencies were to come to a halt at the beginning of 
fiscal 1954, they would be relieved of the need for 
drawing $5.2 billion from their Treasury accounts 
to finance new operations. These agencies would then 
show net receipts of $3.5 billion for the fiscal year 
—instead of net expenditures of $1.7 billion. 


These Federal credit programs pose a budgetary 
problem which urgently demands the attention of 
the new Administration and of Congress. Enormous 
sums are involved and yet, because of established 
commitments and procedures whereby most of the 
operations of these agencies are in effect beyond 
the control of the Appropriations Committees, 
scarcely any consideration is given to this facet of 
Federal fiscal policy when budget-making time 
comes around. 


In recent years, as the size and power of these 
agencies has mushroomed, two lines of action by 
which government lending and related subsidy pro- 
grams might be held in check have been put forward. 
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These would tend to ease the budgetary situation 
as well as mitigate inflationary pressures. These are: 


1, Adoption in substantive laws of a uniform, 
restrictive policy with respect to direct lending, with 
a view either to its complete elimination (as sug- 
gested in a bill introduced in this session, 5.892, 
which would abolish the RFC), or limiting it under 
some new criteria, i.e., serving a “substantial public 
interest.” (A bill along this line affecting the RFC 
was approved by a Senate committee at the last 
session of Congress.) 


2. Amendment of substantive laws and of the 
Government Corporation Control Act to put the 


funds have been withdrawn from the Treasury and 
disbursed, and are in direct contravention of regular 
Congressional procedures for appropriating public 
funds for expenditures. Article I, Sec. 9 of the 
Constitution provides that “No money shall be 
drawn from the Treasury, but in consequence of 
appropriations made by law.” 


Other Agencies Involved 
It should be noted that the accompanying tabula- 


tion while containing totals of considerable magni- 
tude, by no means gives a complete picture of the 
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Appropriations Committees in a position — when 
budgetary effects warrant such action — to curtail 
credit and related subsidy programs. 


The way in which the spending activities of these 
Federal credit agencies escape control of the Ap- 
propriations Committees—through which expendi- 
tures of funds are supposed to funnel — generally is 
this: they work on capital borrowed from the Treas- 
ury as the result of authority given in substantive 
law. The RFC might be given authority through the 
Banking and Currency Committees (which do not 
pass on appropriations), to go to the Treasury and 
borrow $1 million for some purpose. Such borrow- 
ing authority usually is for an indefinite period of 
time. The theory behind this is that expenditures 
financed from such borrowings would be recover- 
able, thereby creating in effect a “revolving fund.” 
In practice, however, Congress has in many instances 
used the device to authorize nonrecoverable expendi- 
tures, with the result that Congress must step in 
and pay off the debt—either by appropriation or 
simply by cancellation of the note held by the Treas- 
ury. Both alternatives have the effect of granting 
Congressional approval of expenditures after the 
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credit agencies of the government. The data cover 
only agencies financed from the Treasury. Excluded 
are important credit systems conducted by the gov- 
ernment, but financed outside the budget, and also 
guarantees and insurance, which for the present, at 
least, are not reflected in budgetary costs. 


Excluded, because of little or no cost to the tax- 
payers (other than in hidden subsidies), are the 
operations of the Farm Credit Administration; in- 
stitutions in the housing field, and commercial bank- 
ing agencies, including the Federal Reserve Banks 
and the Federal Deposit Insurance Corporation. 
Guarantees and insurance of mortgage and other 
loans, chiefly by the Federal Housing Administration 
and the Veterans’ Administration, ultimately may 
become a budget item, but thus far, premiums have 
exceeded loans. Total guarantees and insurance of 
these two and other agencies are estimated as of 


the end of fiscal 1954 at $32.4 billion. 


The credit agency which is currently imposing 
the greatest burden on the taxpayers is the Com- 
modity Credit Corporation. Its net cost during this 
present fiscal year (1953) is estimated at $801 


million. In fiscal 1954, this net cost is estimated to — 
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FEDERAL CREDIT PROGRAMS FINANCED FROM THE TREASURY 


Gross disbursements and receipts and net budget costs, fiscal 1954, and 
outstanding loans or investments, end of fiscal year 
(In millions) 


Gross 
disburse- Gross 
ments receipts 


» Qo 


Agriculture 
Commodity Credit Corporation 
Rural Electrification Administration 
Farmers’ Home Administration ................. 
Other .. 


Housing 
Federal National Mortgage Association 
Public Housing Administration ............ 


Slum clearance and urban redevelopment... 

College housing 

Federal Housing Administration (loans only) 
Veterans 

Veterans’ Administration (loans only) ..... 


Business 
Expansion of defense production ............. | 
Reconstruction Finance Corporation _. 
International 
Export-Import Bank 
Mutual Security Agency 
Treasury loan to Great Britain 


* Excess of receipts over disbursements, deduct. 


$5,167 $3,471 $1,696 


$2,718 $1,989 $2,675 


230 64 2,168 
165 139 


719 323 
258 269 
26 14 
40 
51 21 


29 35 


78 
143 143 720 


443 350 93 2,615 
34 1,602 

46 *—46 3,614 

$18,508 


Source: Special analysis on ‘‘Federal Credit Programs” in the 1954 budget as submitted to Congress by former President 
Truman, January 9, 1953, except for amounts for the Commodity Credit Corporation, including purchases as well as loans, 
which are shown as estimated elsewhere in the budget document. 


be $729 million. Support for farm prices, $2.3 
billion, is likely to represent the larger portion of 
the estimated gross disbursements, $2.7 billion, in 
the coming fiscal year. Of estimated gross receipts 
in fiscal 1954, (about $2 billion), $1.3 billion is 
expected to come from repayments of loans, and 
$486 million from sales of the commodities pur- 
chased under the price support program. 


Difficulties In Curtailment 


The CCC has total borrowing power of $6.75 
billion—of which more than $3.5 billion will remain 
unused by the end of fiscal 1954. In this instance, 
the practice of restoring an agency’s borrowing 
power through cancellation of its notes with the 





Treasury, seems likely to give this agency authority 
to borrow for an almost indefinite period! 


The Appropriations Committees are powerless to 
propose any curtailment of the price support pro- 
gram. In fact, the Department of Agriculture Ap- 
propriations Act for fiscal 1953 provides (as other 
similar measures in previous years) that “nothing in 
this Act shall be so construed as to prevent the CCC 
from carrying out any activity or program author- 
ized by law.” Not only the farm support program, 
but other expenditures involving subsidies to agri- 
culture have been routed through the agency without 
consideration of the budgetary aspects by the 
Appropriations Committees. And, as in many similar 
instances, the Committees’ power and action comes 
into play at a stage when it is too late to change 
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basic policy. In this instance, the substantive laws 
under which the CCC operates, come within the 
jurisdiction of the Senate’s Committee on Agri- 
culture and the House’s Committees on Agriculture 
and on Banking and Currency. 


Another agency, whose activities are largely 
financed through Treasury borrowings, is the Fed- 
eral National Mortgage Association. This entity, 
formerly a subsidiary of the RFC but now in the 
Housing and Home Finance Agency group, provides 
a secondary market for mortgages insured by the 
Federal Housing Administration or guarantees by 
the Veterans’ Administration. Indicative of its size 
is the fact that $719 million will be spent by it for 
new mortgages in fiscal 1954, that $323 million of 
mortgage holdings will be sold in that year, bringing 
a net budgetary cost of $396 million. Mortgages 
held as of the end of fiscal 1954 are estimated to 
be close to $3 billion. 


The Export-Import Bank offers another outstand- 
ing example of a continuing expenditure program 
which by-passes the Appropriations Committees. Set 
up by executive order during the depression, this 
bank was given statutory authority and allowed to 
make use of a revolving fund financed from the 
Treasury—without appropriations. 


This agency has escaped any very complete con- 
sideration of basic policies in Congress since 1945 
when its total resources were increased to $3.5 bil- 
lion—in legislation approved by the Banking and 
Currency Committees. Its borrowing power was 
upped $1 billion more in 1951 in legislation spon- 
sored by the same Committees. In this case, as in 
others, the Appropriations Committees appear on 
the scene only insofar as administrative expendi- 
tures of the Bank are concerned. But they do not 
act upon its policies otherwise. 


As of the end of fiscal 1954, it is estimated that 
outstanding loans of the Bank will total $2.6 billion. 
More than half of the total credits is frozen for 
periods of from 20 to 25 years. The loans include 
aid to European and Latin American nations in 
connection with export or import trade. One nation, 
France, had credits amounting to more than $1.1 
billion at one time after the close of World War II. 


One of the older credit agencies and for many 
years the largest in point of funds involved, is the 
RFC. Referring to the accompanying tabulation, 
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it will be seen that gross disbursements by the RFC 
in fiscal 1954 are estimated at $143 million and 
gross receipts at the same figure, so that no net 
budget cost is shown, but that outstanding loans 
are likely to reach $720 million by the end of the 
fiscal year. Some years ago, the RFC had great 
borrowing power. In fact, at the end of World 
War II its specific borrowing power aggregated 
$14 billion. This was in addition to what were termed 
“indefinite authorizations.” It was the medium for 
financing outside the jurisdiction of the Appropria- 
tions Committees of more than $9 billion of non- 
recoverable subsidies and other war costs. These 
debts to the Treasury were cancelled by Congress 
as were about $3 billion of depression costs in earlier 
years. 


Proposals For Control 


Potentially, the RFC remains an important credit 
agency and is presently the center of a controversy 
over its abolition or reorganization. It was the par- 
ticular target of the Hoover Commission which in- 
veighed against “direct lending to persons or 
enterprises” as opening up “dangerous possibilities 
of waste and favoritism to individuals or enter- 
prises.” 


Irregularities unearthed by the Senate Banking 
and Currency Committee in the last Congress re- 
sulted in general agreement in the committee that 
the RFC should be abolished or reorganized on a 
restricted basis. 


The Fulbright bill (S.515) approved by the Senate 
Committee set the pattern for reorganizing this and 
other corporations with a view both to a limitation 
upon direct lending and a broadening of the au- 
thority of the Appropriations Committees with re- 
spect to their operations. The bill required among 
other things, that the agency should be required 
to make a determination in each instance of a loan 
that “a substantial public interest would be served” 
by it. The Appropriations Committees would have 
a greater degree of control under a change in financ- 
ing methods proposed in the bill. The measure would 
terminate the borrowing authority besides eliminat- 
ing an interest-free capital fund and interest-free 
use of accumulated net income. 


Retention of a revolving fund and flexible powers 
were regarded as desirable in connection with the 
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extensive business activities of the agency. The bill 
proposed to establish the revolving fund from ap- 
propriations rather than from borrowing which by- 
pass the Appropriations Committees. In effect, the 
procedure would give the committes authority to 
review the lending policies annually and to increase 
or curtail available funds. The initial revolving 
fund would allow little margin for new programs. 
Thus, primary control over policies in substantive 
law would remain within the jurisdiction of the 
Banking and Currency Committees. The Appropria- 
tions Committees would be able to superimpose their 
authority in matters affecting budgetary policy. The 
change has been recommended on a number of 
occasions by the Comptroller General and also by 
the Hoover Commission’s “task force” on Federal 


Lending. 


On February 13 this year, Senator Byrd and sev- 
eral other senators introduced $.892, a bill calling 
for outright abolition of the RFC. But more re- 
cently, there has been agreement that if the RFC 
is allowed to expire next year, a smaller credit 
agency might be set up in its stead to provide loans 
for small business. 


Only in the case of two of the lending agencies does 
Congress, on the recommendation of the Appropria- 
tions Committees, approve annual amounts to be 
borrowed from the Treasury. These are the Rural 
Electrification Administration and the Farmers’ 
Home Administration. 


The annual Department of Agricultural Appro- 
priations Act appropriates for administrative ex- 
penses of the two agencies and also authorizes the 
borrowing of specific amounts from the Treasury 
for loans in the programs under substantive laws. 
Neither agency is permitted to use repayments for 
new loans. Instead, these repayments go directly to 
the Treasury. Budget figures show gross disburse- 
ments and receipts rather than net totals under the 
practice generally followed by other lending 
agencies. 


Among other instances in which the budget shows 
repayment of loans on the receipt side, rather than 
as a net plus or minus figure on the expenditure 
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side, are the Treasury loan to Great Britain and 
Mutual Security Agency loans to European countries. 


When Congress approved the loan to Britain 
(originally $3.75 billion) in 1946, it by-passed the 
Appropriations Committees—as it had in 1945 in 
granting approximately $6 billion of capital funds 
to the International Monetary Fund and the Inter- 
national Bank. The committees were also passed- 
over when a loan autherization of $1 billion was in- 
corporated in the original Marshall Plan law in 
1948. 


To bring the major corporate lending agencies 
under control in the annual budget-making process, 
not only amendments to the so-called substantive 
law but modifications of the Government Corpora- 
tion Control Act of 1945, are desirable. 


The particular clause in the Control Act which 
would require repeal provides that the Act “shall 
not be construed as preventing wholly-owned gov- 
ernment corporations from carrying out and financ- 
ing their activities as required by existing law.” 
The Act provided for the submission of business- 
type budgets as part of the President’s budget, but, 
while helpful in promoting an understanding of the 
activities of government corporations, was limited 
in its effectiveness by this restriction. 


The most feasible legislative device to bring lend- 
ing agencies within annual budget-making procedures 
may be the enactment of a new Government Cor- 
poration Control Act. Such an Act could incorporate 
amendments to various laws creating the agencies. 


The problem of the control of lending agencies 
vested with continuing powers is by no mezns new. 
In some periods, the most serious aspect of the prob- 
lem has been the stimulus to inflation from these 
credit programs, whether or not financed from the 
Treasury. The inflationary element will continue to 
be disturbing as long as deficit financing is neces- 
sary. Thus, the budgetary aspect appears of greatest 
importance now in the light of the large deficit in 
prospect in the next fiscal year and the high level 
of expenditures which seem likely to continue for 
many years to come. 
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